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Employee Compensation 
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Associate Professor of Business Administration, University of Oregon 


The Federal income tax, which once had a relatively mi- 
nor position among the problems of business operation, has 
rudely elbowed its way into a prominent place on the 
agenda of boards of directors and a ranking position in 
the problems of policy committees of businesses both 
large and small. Not only is the income-tax angle of 
every business action being carefully examined, but an 
increasing amount of time is spent in directing business 
operations into channels leading to some direct or indirect 
tax benefits. 

One of the pressing problems facing individual business 
firms today, amidst the collective blessings of full employ- 
ment, is that of obtaining and holding good personnel at 
all levels in the table of organization. The problem 
naturally centers around the question of compensation, 
in a sense of that term broad enough to encompass various 
“fringe” benefits not always directly represented in the 
weekly paycheck. 

The tax implications involved arise from the fact that 
employees have learned to scratch out mentally from their 
salary contract the slice taken by Uncle Sam and to look 
at “take home” pay and related benefits. Employers are 
thus naturally making the same kind of mental erasures in 
figuring how to increase compensation in such a way as 
to cut out, wholly or partially, the tax collector es a 
middleman in the transaction. It is the purpose of this 
article to consider some of the more important available 
methods of doing this, and the problems of corporate and 
public policy raised by the increasingly widespread use 
of such opportunities. 

Stated simply, a tax benefit for the employer or the 
employee may be accomplished by contriving to: 

(1) Give the employee the same take-home pay while 
reducing the total cost to the business. 

(2) Give the employee his compensation in a form 
which will (a) escape taxation as income; (b) result in 
a lesser tax burden because the income tax will be post- 
poned or because income will be taxed at lower rates than 
would be the case if an equivalent compensation were 
added to the employee’s current salary check. 





——*Netr Arter Taxes” PLAN 
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(1) After-Tax Salaries. One method which is used 
to reduced the net cost of employee compensation to the 
employer, at least temporarily, is the payment of “take- 
home pay” salaries. This is accomplished by paying an 
employee the net amount he would ordinarily be able to 
retain after income taxes and then subsequently reimburs- 
ing him for his income taxes. The reimbursement, natu- 
rally, is taxable income to the employee in the year in 
which he receives it. The result may be, nevertheless, a 
substantial saving in cost to the employing company in 
the early years of the plan. An example will illustrate how 
the plan might work. Jones is a married executive earning 
$60,000 per year. Assuming no outside income, and the 
use of the standard optional deduction, his Federal income 
tax at 1952 rates on that salary will be $27,878, leaving 
him a net of $32,122. Now suppose Jones’ employer 
agrees to pay him a salary of $32,122 and to reimburse 
him for all Federal income taxes on that compensation. 
In order to simplify the illustration, let us assume that 
Jones pays all taxes on each year’s income in the year in 
which it is earned (through declared estimates) and that 
he leaves the firm at the end of three years. The assump- 
tion of a three-year employment period is made so that 
a cutoff can be made and the early results of the plan seen 
clearly. 

Under these assumptions, the results of this plan in 
comparison to a straight salary arrangement over the 
three-year period would be as shown on the table below. 

It will be seen that the $42,652 paid to Jones in Year 2 
is determined by adding the tax on the income of Year 1 
($10,530) to the required “after tax” salary of $32,122. 
Likewise the amount due Jones on his separation from 
the company ($29,488) is that amount of income which 
after taxes will result in net to Jones of $20,318, the 
amount necessary to reimburse him for the taxes paid 
on his Year 3 income. 

Over the three-year period the company will have paid 
out a total of $152,896 to Jones as compared to $180,000 
under a regular salary arrangement, resulting in a saving 
to this point of $27,104. In assessing the significance of 
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—ORDINARY PLAN 
Jones’ 
Tax 
$27,878 
27,878 
27,878 


_ 
Net to 
Jones 

$32,122 
32,122 
32,122 


Corporation 
Pays Jones 


$ 60,000 


Net to 
Jones 
$21,592 
26,140 
28,316 


Jones’ 
Tax 
$10,530 
16,512 
20,318 


Corporation 
Pays Jones 


Year 1 _......... $ 32,122 
42,652 

Year 3... 48,634 

Separation pay 


(to cover tax) 20,318 


29,488 


-_—- 


$152,896 $56,530 $96,366 
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this saving, however, account must be taken of the fact 
that the employer corporation’s own income taxes will be 
increased as a result of this reduction in its costs. 

It will be noted from the example that the benefit to 
the employer grows smaller each year as the payments 
to the employee snowball. Eventually the payment to 
Jones approaches $60,000 per year and the current bene- 
fit to the employer largely disappears, but at no time will 
the company be worse off under this plan. For new and 
growing businesses the plan has definite working-capital 
saving advantages in addition to the outright tax benefits 
involved. 

An uncertainty surrounding the use of this device is 
the possibility that, should it become widespread, the gov- 
ernment might attempt to tax the employee in the current 
year on the present worth of the tax reimbursement prom- 
ised by the employer. There have been no test cases on 
this point to date, however, and in all probability such 
an attempt would require a change in the tax law. 


(2) (a) Nontaxable Benefits. The U.S. Internal 
Revenue Code clearly provides that taxable income in- 
cludes “income derived from salaries. wages. or compen- 
sation for personal services ...of whatever kind and in 
whatever form paid...”' Anyone reading this section 
literally might well assume that the possibility of com- 
pensating employees in such a way as to legally avoid the 
income tax is effectively precluded. In the tax menagerie, 
however, a rule without an exception is a rare bird indeed. 
Several avenues are open to employers who wish to pro- 
vide employee benefits without increasing the employee’s 
income-tax burdens. In general each involves the em- 
ployer taking over what would otherwise be a personal 
expense of the employee. If this can be arranged so that 
the employer gets a tax deduction for the expenditure as 
an ordinary and necessary business expense, while the 
employee is not taxed on the “alternative cost” value of 
the benefit received, the personal income tax has been 
effectively sidestepped to this extent. 

Take the case of the employee’s life-insurance pro- 
gram. The employer may shoulder a part of this burden 
at no cost, taxwise, to the employee. The simplest way 
is to pay the premiums on group life-insurance policies for 
employees. If the policy is purely term insurance, or 
even if it constitutes permanent group insurance and the 
employee’s rights are forfeited in the event that he leaves 
the employer’s service, the amount of the premiums paid 
by the employer will not be taxable as compensation to 
the employee. Were the company to pay directly to the 


11.R.C., Sec. 22 (a). 


2 Regulations 111, Sec. 29.22 (a)-3, and Mim. 6477, 1950-1 
CB 16. 
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employee an amount equivalent to the premium cost, the 
net after taxes would purchase a considerably smaller 
amount of insurance. 

An employer may also contribute to an employee’s per- 
sonal insurance program by giving him, tax free, what 
amounts to a $5,000 paid-up life-insurance policy. If the 
employer contracts with an employee to pay, in the event 
of his death, an amount up to $5,000 to a beneficiary des- 
ignated by the employee, the $5,000 may be deducted as 
a business expense when paid and will be received tax 
free by the widow or other beneficiary.* The employee is 
not taxed for the value of such a contractual promise, 
although in effect the employer has taken over a part of 
his personal insurance costs. The effective tax-free com- 
pensation received by an employee who has such a con- 
tract is measured by the additional salary he would have 
to receive in order that the net after taxes would be sufh- 
cient to pay the premiums on an equivalent amount of 
insurance. This will naturally vary in accordance with 
the age of the employee and his marginal income-tax 
bracket. For a married man, age 35, it would amount to, 
roughly, $200 per year. 

A similar tax effect exists with respect to company- 
financed health and medical benefits. For example, a 
company may decide to purchase group surgical and hos- 
pitalization insurance for its employees and their fam- 
ilies. Whether the employer shares the cost with the em- 
ployee, or whether he assumes the entire burden, the 
premiums paid by the company are deductible as a busi- 
ness expense and do not constitute taxable compensation 
to the employee.* Alternatively, an employer may set up 
a company medical clinic which provides medical services 
directly. The railroads have carried this to the point of 
building and staffing hospitals to provide medical care for 
employees. In most cases, however, the provision of medi- 
cal service is limited to “on the job” treatment of em- 
ployees, and a general health-insurance coverage is pro- 
vided through contributory or company-financed plans. 

Beyond this the employer may bestow on his employees 
a series of benefits, the nontaxability of which is not spe- 
cifically sanctioned by the tax law or regulations, but 
which are not at present being held taxable compensa- 
tion to the employee. For example, employees may be 
granted “courtesy discounts” on purchases of the employ- 
ers merchandise or merchandise acquired for them at 
wholesale prices through the employer’s use of his market 
postion. It is true that Treasury regulations provide that, 
in the case of “bargain purchases,” the employee may be 
taxed for the difference between the amount paid for the 
property and the “fair market value” thereof.® This gives 
the Bureau of Internal Revenue suflicient backing to crack 
down in situations in which the amount of bargain pur- 
chases granted to employees become material in amount. 
Most tax cases on this point, however, have involved the 
sale of corporate securities to employees at bargain prices, 
which indicates that the bureau is not a present attempting 
to enforce the statute literally in relation to courtesy dis- 
counts on merchandise. In this connection the question 
~ 3 LR.C., Sec. 22 (b) (1) (B). Added by Secs. 302b and 329b 
of the Revenue Act of 1951. 


4 Special Ruling of Treasury Department, Oct. 26, 1943. 
5 Treas. Reg. 111, Sec. 29.22 (a)-1. 
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arises as to the meaning of “fair market value’”—an 
employee buying merchandise at whole prices or slightly 
above may claim that this is the fair market value under 
the circumstances. 

Minor benefits may be granted employees through the 
use of company restaurants or cafeterias which furnish 


the employees’ lunches outright or on a “below cost” basis.. 


Some employers are attempting to meet the “coffee break” 
problem by furnishing snacks to employees, in order to 
discourage a mass exodus from the job twice a day. There 
is a noticeable trend on the part of larger companies toward 
furnishing recreational facilities for the use of employees 
and their families. One of the large oil companies provides 
what amounts to a country club for the use of its employees, 
including swimming pool, picnic grounds, and clubhouse. 

In this same general class are the traditional entertain- 

ment expense accounts granted to personnel in the higher 
levels of the corporate hierarchy. It is probably safe to 
estimate that, for many company executives, the largest 
part of their social-recreational activity is financed through 
company expense accounts. This, of course, is not an un- 
mixed blessing, and the executive may well argue that the 
recreational benefits gained from entertaining business 
clients are in a different class from those gained from en- 
tertaining friends of his personal choosing. But, however 
tenuous the line between strictly business and personal 
entertainment, it can scarcely be denied that a substantial 
amount of personal recreation costs is absorbed by em- 
ployers via the expense account, with the result that indirect 
compensation is received tax free. 
_ Another form of indirect benefit which may amount to 
‘a substantial subsidy over a period of time is the practice 
of granting interest-free loans to finance employee home 
purchases. Assuming an alternative cost of 5 per cent, 
an employee who receives a $10,000 twenty-year mortgage 
loan, interest free, gets an indirect saving of approximately 
$5,840 over the twenty-year period. 

Whether the growth of such “fringe benefits” is moti- 
vated primarily by tax considerations is impossible to 
determine objectively. The wage stabilization program 
no doubt induced employees and their union representa- 
tives to bargain intensively on nonsalary benefits. Further- 
more, it is only natural that, in the face of a “sellers” 
market for able employees, the employer will attempt to 
sweeten up his terms of employment to attract personnel 
and maintain employee morale. The reputation of being 
a “good firm to work for” is a valuable asset. Whatever 
the motivating factors, however, the fact remains that the 
income-tax benefits accruing along with such indirect 
forms of compensation are significant. 


(2) (b) Postponing Taxes and Converting to Cap- 
ital Gains. In terms of materiality, the most important 
available opportunities for reducing taxes on com- 
pensation to employees are here. Within this classifica- 
tion fall two major types of compensation plans 
which are receiving a great deal of current attention— 
company-financed retirement plans and stock option pro- 
grams. It is clear that such plans are motivated to some 
extent by considerations other than the resultant income- 
tax benefits. The tax benefits are for from incidental, 


however. 
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It has been estimated that 12 million employees, 
roughly 18 per cent of the national labor force, are cur- 
rently covered by industrial pension plans. Since World 
War II there has been a rapid growth of this kind of in- 
direct compensation. Recently such compensation has 
shown a tendency to conform to a distinct pattern as plans 
developed by the large unions are negotiated, with varia- 
tions, in industry-wide bargaining. The trend appears to 
be toward noncontributory plans financed entirely by the 
employer. 

Income-taxwise, pension plans fall into two categories— 
“qualified” and “unqualified.” A “qualified” plan is one 
which meets certain conditions set forth in the law and 
thus qualifies for favorable tax treatment. In order to 
clarify the extent of these benefits, however, it is necessary 
to review first the tax provisions with respect to “un- 
qualified” pension plans. 

If a company sets up an unqualified pension plan, in 
which the company contributes either all or a part of the 
cost of the future annuity, the employee must include the 
amount contributed each year by his employer as a part 
of his taxable income for that year, and the employer may 
deduct the amount paid in as a business expense. Thus, 
if a company agrees to contribute $1,000 per year toward 
a pension for Jones, Jones must add this $1,000 to his 
salary and pay an income tax on the total amount. When 
Jones begins to receive his retirement annuity, the amounts 
received will be taxed to him under the ordinary tax rules 
with respect to annuity income. These are, briefly, that 
he must include 3 per cent of the cost of the annuity as 
income and may exclude from income the difference be- 
tween this 3 per cent and the annuity payment in any year, 
until the sum of the exclusions equals the total cost of the 
annuity, i.e., until he has recovered the cost of the pension 
tax free. For example, if the total cost of a pension 
(assumed to have been financed entirely by the employer 
in this case) had been $30,000 and Jones received an 
annual annuity of $4,000, he would report $900 (3 per 
cent of $30,000) each year as income, and exclude $3,100 
($4,000—$900). He would continue in this manner until 
the sum of the annual $3,100 exclusions equalled $30,000, 
after which time the entire $4,000 would be taxable each 
year. 

The requirements which must be met in order to 
“qualify” for special tax treatment are somewhat techni- 
cal, but in general are designed to insure that the pension 
plan shall benefit a substantial proportion of the employees 
and shall not be discriminatory in favor of officers, share- 
holders, or key employees. A plan which meets these 
requirements has a distinct tax advantage in that the em- 
ployer’s contribution to the pension trust fund need not 
be reported by the employee beneficiary as taxable income 
to him. The employing company may nevertheless con- 
tinue to deduct its periodic contribution as a necessary 
business expense. 

When the employee begins to receive benefits from a 
“qualified” plan, the “cost” of the annuity for tax pur- 
poses is the sum of his contributions, and he cannot include 


6 See I.R.C. Sec. 23 (p) (1) (B), and Sec. 165 (a); also Regu- 
lations 11, Sec. 29.23 (p)-9. A detailed interpretive discussion of 
these requirements has been released recently in Revenue Ruling 
33, 1.R.B. 1953-6, 47. 
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the tax-free contributions of his employer in his basis for 
applying the 3 per cent rule. Thus, when the employer 
has financed the entire pension, the annuity is considered 
to be costless to the employee and each year’s annuity 
receipt will be fully taxable. Obviously for most em- 
ployees, however, retirement income will be considerably 
less than regular income and thus ordinarily will be taxed 
at lower rates on the progressive scale. An additional 
beneficial factor is that at 65 (a common retirement age) 
increased income-tax exemptions go into effect. Under 
present exemptions, for example, a married couple, both 
of whom are over 65, may receive annual annuity receipts 
of up to $2,667 tax free, since their exemptions plus the 
standard deduction total that amount. 

Pension plans directed primarily toward top-level per- 
sonnel will not ordinarily “qualify” taxwise, since they 
discriminate in favor of executives. It is possible to reap 
some tax benefit from such plans, however, if the pension 
rights are forfeitable by the employee. The pension may 
be made to hinge on continued employment until a given 
age, or may be hedged with other restrictions involving 
continued advisory services after retirement or a covenant 
not to engage in competitive businesses. 

In a typical situation the company promises a substan- 
tial pension to an executive after retirement. The company 
gains no immediate tax benefits since it cannot deduct any- 
thing currently, but it gains from the effect of tying an 
able executive to the firm. The executive will pay no tax 
on the present benefit derived from the company’s prom- 
ise, but may reduce his own retirement program corres- 
pondingly, and, when the pension is paid, will normally 
be taxed at lower rates than if an equivalent amount were 
added to his current salary. At that time also, the actual 
payments will be deductible for tax purposes by the 
company. 

The precedent for the special tax treatment of the em- 
ployer’s contribution to private retirement programs was 
set by the Federal social-security program. The employ- 
ers’ current payroll tax of 114 per cent is not considered 
taxable income to the employee at the time paid, nor at 
the time benefits are actually received, since social-security 
benefits are at present completely exempt from income 
taxation. There would appear to be no requirement of 
equity which justifies this exemption. It is true that at 
present levels not many beneficiaries of social security 
would be subject to taxation, but little reason can be 
adduced why those beneficiaries having sufficient outside 
income to place their aggregate income within taxable 
limits should receive social-security benefits tax free. 

On the other hand, the practice of delaying the tax on 
the employers’ contributions to private pension plans until 
the benefits are actually received is not subject to serious 
objection from an equity viewpoint. It should be noted, 
however, that the effect of such a tax policy is to encourage 
employers to take over the insurance and retirement pro- 
grams of their employees. The economic implications of 
this trend, in terms of barriers to the employment of older 
persons and the increasing immobility of the working 
force, can only be suggested as being matters for concern. 

Perhaps the hottest plans currently cooking on tax- 
planning broilers are those which provide employee com- 
pensation by allowing company personnel to acquire its 
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stock at bargain prices. Here too there are other than tax 
motives behind the adoption of such plans—for example, 
the desire to tie down an able employee or to give the 
employee an interest in the firm and its future progress. 
It seems not unfair to surmise, however, that this device 
is primarily motivated by income-tax benefits—the conver- 
sion of income into “capital gains,” which are taxable at 
rates 50 per cent and more lower than those currently 
applied to ordinary income. 

Again, the distinction must be made between the general 
treatment of stock options under the law and the special 
treatment allowed under certain circumstances. Ordinary 
stock options produce very little in the way of tax advan- 
tages to the employee. Suppose a company gives an em- 
ployee, Jones, the right to buy some of its stock (currently 
worth $50 per share) for $40 per share, the right to exist 
over a given future period of time. Assume that at some 
later date Jones exercises the right and pays $40 per share 
for the stock at a time when it is selling on the market for 
$60. The gain, $20 per share, is taxable income to Jones 
in the year in which he bought the stock, i.e., he must re- 
port $20 times the number of shares owned as having 
been received as compensation from his employing com- 
pany. This same amount may ordinarily be deducted as an 
expense by the corporation. The only tax advantage to the 
employee is the insignificant one afforded by postponing 
the tax until the option is exercise, thus allowing him to 
time the recognition of income and take advantage of re- 
ductions in tax rates or fluctuations in his personal in- 
come. It is true that, so long as the option remains unexer- 
cised, Jones may allow it to increase in value without pay- 
ing a tax on the increase, and thus has a relatively “risk- 
less”” investment since he may decline to exercise if the 
price falls. If he believes the stock will rise in value, how- 
ever, he should exercise, since any gain realized over and 
above his exercise price as a result of a later sale of the 
stock would be taxed as a capital gain. 

The possibility for significant tax benefits arises through 
the use of the “restricted” stock option. As the name 
implies, such a plan must meet certain restrictions set 
out in the law.? These requirements are characteristically 
complicated, but in general may be summarized as de- 
signed to set limits on the tax benefits granted. Two 
important restrictions are that, at the time granted, the 
option price shall not be Jess than 85 per cent of the market 
value of the stock; and that the employee must not sell 
the stock until at least two years after the date the option 
was granted and six months after the date of exercise. 

If these and other lesser requirements are met, several 
important tax benefits accrue. First, the employee will 
not be taxed on any benefits derived from the stock pur- 
chase until he sells it. He may hold the stock and post- 
pone a tax on the increase in value indefinitely. When and 
if he does eventually sell the stock, he will be subject to 
ordinary income taxes on only the difference between the 
cost of the stock to him and its value on option date. 
On any gain in the price of the stock since option date 
he is taxed at capital-gain rates, roughly 50 per cent of 
regular rates with a maximum rate of 26 per cent. For 
example, suppose a company grants to E the right to buy 
one share of stock at $85, the fair market value at the time 


7|R.C.. Sec. 130A. 
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being $100. Two years later E buys the stock. exercising 
his rights at a time when its value is $120. E is not taxed 
at this time, and the company gets no deduction. A year 
later E sells the stock for $150. At that time E will be 
deemed to have received ordinary income of $15 ($100 
—$85) and a capital gain of $50 ($150—$100). 

If the option price at the date the option was granted 
is 95 per cent or more of the fair market value, the entire 
difference between the cost of the shares to the employee 
and their later selling price may be treated by him as a 
capital gain. A growing number of plans simply specify 
that the option price shall be 95 per cent of the market 
value of the shares, thus taking the maximum advantage 
of this provision in converting compensation into capital 
gains. Thus, in the above example, if E had purchased the 
stock at $95, the entire gain of $55 ($150—$95) would 
have been taxed as capital gain. 

In urging the acceptance of such plans by stockholders, 
management stresses the fact that such option plans are a 
means of insuring the loyalty and interest of its employees 
in the welfare of their company. The major evidence of 
this is the common requirement of a given period of serv- 
ice between the date the option is granted and the date 
it may be exercised. The two-year provision in the law, 
cited above, has the effect of encouraging the employee 
to take an interest in the firm for at least that long in order 
to realize the tax benefits. 

Within the limits set by law as to the maximum margin 
between the value of the stock and the option price, a 
considerable amount of capital must be raised by an execu- 
tive to finance the purchase of large enough blocks of 
stock to reap substantial benefits. Under present margin 


requirements, he must put up 50 per cent of the market 


value of the stock in order to acquire and hold the shares, 
and this may be a substantial amount within the scope of 
some of the current option plans. For example, if the 
market value of the stock is $50. and the option price is 
set at $47.50 (95 per cent), the executive, in order to 
realize an immediate gain of $25,000. would have to buy 
10,000 shares of stock at a price of $475,000, of which he 
would have to finance as a minimum $237,500. 

As a result of a recent Tax Court ruling, however, this 
problem may be avoided by selling to the employee nego- 
tiable stock purchase warrants. These give him the right 
to buy a certain number of shares at a fixed price, the 
right to extend over a given time. If the price of the 
stock rises, the executive may at some later date sell his 
warrants outright and pay a capital-gains tax on the differ- 
ence between their cost to him and their selling price.® 
Since the stock warrants are freely negotiable. the execu- 
tive may in effect turn over the financing problem to some- 





%Lausen Stone Estate vs. Commissioner, 19 T.C. No. 105, Feb. 
20, 1953. Stone purchased from his employer corporation, for 
$1.000, 100 stock warrants giving him the right to. buy 10,000 
shares of the company stock at $2] per share at any time during 
the next five years. He estimated that the warrants were worth 
$6,000 and paid an income tax on the difference between this figure 
and their $1,000 cost, as compensation. The stock, selling for 
$19.75 at the time he acquired the warrants, rose rapidly and about 
one year later he was able to sell 89 of his warrants for $82,700. 
The Tax Court held that his entire gain on this transaction (the 
difference between the selling price and the declared value of the 
warrants) could be treated as a capital gain, subject to a maximum 
tax of 26 per cent. 
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ON THE SCHOOL OF BUSINESS ADMINISTRATION 


e Dr. Newel H. Comish, whose special field is mer- 
chandising, has retired after thirty-eight years of service 
in the Oregon State System of Higher Education—at Ore- 
gon State College from 1915 to 1932 and since 1932 
at the University of Oregon. Dr. Comish will devote 
his time to consultative work for retailers. 


e Members of the student transportation fraternity, 
Delta Nu Alpha, had an interesting visit in the San Fran- 
sisco Bay region recently. Arrangements for the trip 
were made by the Southern Pacific. The party left for 
San Francisco on the Shasta Daylight on June 14. The 
following day Southern Pacific representatives picked 
up the group at their hotel to visit the shops, commis- 
sary, etc. in West Oakland; in the afternoon they thor- 
oughly inspected the City of San Francisco before its 
departure for Chicago. In the forenoon of June 16, they 
saw the Communication Department and other opera- 
tions in the Southern Pacific Building. United Air Lines 
took over in the afternoon and showed the group their 
facilities at the San Fraricisco Airport. The San Francisco 
Traffic Club was host June 17 on an all-day field trip, 
with visits to a number of industrial plants. June 18 the 
American President Lines took the group through Pier 
50 and then by launch to meet the S.S. President Cleve- 
land which was arriving from the Orient. Luncheon was 
served aboard the vessel. June 19 was devoted to an 
inspection of Southern Pacific facilities in San Francisco, 
which included an inspection of the Lark’s arrival, a 
visit to the dispatchers’ headquarters, and a view of the 
reservation service agency and ticket offices. 


@ Professor C. F. Ziebarth recently arranged another 
of the series of successful “business clinics,” sponsored 
jointly by local chambers of commerce and the School of 
Business Administration. In this instance, the La Grande 
Chamber of Commerce wished to learn about techniques 
for developing the tourist possibilities in the Wallowa 
Mountains. Professor Ziebarth acted as coordinator of 
the group of experts he assembled at La Grande. The 
panel members were: James L. Hays of Portland, direc- 
tor of public relations of the Union Pacific Railroad 
Company, who discussed what his road is doing to 
attract tourists to the Northwest; Carl W. Jordan of 
Salem, director of the Travel Information Division of the 
Oregon State Highway Department, who explained his 
agency’s tourist advertising program; and G. H. Struth- 
ers of Portland, associated with the Oregon Motor 
Court Association, who gave some very practical 
suggestions. 

e The Western Institute of Commercial and Trade Exec- 


utives met on the University of Oregon campus during 
the week of June 15-20. 

@ Two hundred and sixty business administration sen- 
iors received their bachelor’s degrees from the Univer- 
sity in June 1953. 











one else by selling his rights rather than dealing in the 
stock itself. All pretense of giving the executive more 
than a speculative interest in the company’s stock should 
be dismissed in the case of purchase warrants, however, 
because the ownership of such stock warrants in no way 
ties him to the firm. Stockholders may well feel in some 
cases that they are not getting enough in the way of execu- 
tive services and commitment to the firm in return for the 
dilution of their existing equity in the company. 

From the stockholder’s viewpoint, the objection to the 
widespread use of this device is related not only to the 


fs) 











question of the value of services received but may arise 
from a feeling that the actual cost to the corporation is 
likely to be obscured in the accounting process. In the case 
of stock options, the American Institute of Accountants 
and the Securities and Exchange Commission are currently 
at odds over the correct determination of the cost of such 
plans to the corporation and the degree of disclosure re- 
quired in financial statements. Take the case of a corpora- 
tion which gives an executive, under specified conditions, 
the right to subscribe to its stock at $80 per share. Assume 
that the market value of the stock at the time the right 
is granted stands at $100. Now suppose that, by the time 
the executive has complied with the specified conditions 
and is entitled to exercise his option, the stock has risen 
in price to $150. The A.I.A. argues that the cost of this 
deal to the employer corporation is $20 per share, the 
difference between option price and market price at the 
date the option was granted.® The S.E.C., on the other 
hand, argues that the cost to the corporation is $70 per 








® Accounting Research Bulletin No. 37, Jan. 1953. 


share, the difference between the option price and the 
market value of the stock when the employee has fully 
complied with the conditions of the agreement and thereby 
becomes entitled to exercise the option at his discretion.” 
Space does not permit an appraisal of the theoretical 
merits of these arguments here; but it should be noted 
that the difference in treatment may produce materially 
different results in many cases. Whatever the correct 
“cost” treatment, moreover, it may well be argued that 
management owes to the stockholders a disclosure of the 
full difference between the cost of such options as are exer- 
cised and their market value at the time of exercise, in 
order to keep such schemes on an “above the table” basis. 


Conclusion. As a matter of corporate policy the 
increasing materiality of “fringe” benefits raises primarily 
a problem of disclosure. Some indication of the materi- 
ality of the amounts involved may be seen from the 1952 
annual report of the U. S. Steel Co., in which it is reported 





10S.E.C. Release No. 4893-X, Feb. 25, 1953. 





PORTLAND FOOD PRICES — JUNE 1953 


The University of Oregon Bureau of Business Research, working 
with data collected by the United States Bureau of Labor Statistics, 
reports that, of 73 foods priced in Portland in mid-June, 1953, 33 





r In Cents 

Average Change 

June 15 from Last 
1953 Month 


————y 

June Range 
r—of Prices~ 

High Low 


Commodity and Unit 


Cereats & Baxery Provvucts: 
Cereals: ‘ 
Flour, wheat (5 Ibs.) ...... . 53. howe ( 52 
Corn flakes (12 oz.) 21. ; 21 
Corn meal (Ib.) , 12.6 11 
Rice (Ib. ) . : «f. . } 24 
Rolled oats (20 oz.) — oe ose ; ; 19 
Biscuit mix (20 oz. ).. ; 27 
Bakery products: 
Bread, white per loaf (lb.) —. +... . ) 15 
Vanilla cookies (7 oz. leeeeate iil 22 
Soda crackers (Ib.) —--—-— 26 
Mears, Pouttry & Fiss: 
Meats: 
Beef: 
Round steak (Ib.) .. 
Rib roast (Ib.) ot ee 
Chuck roast (Ib.) ...... 
Frankfurters (lb.) .. 
Hamburger (Ib.) ..----.. 


to —_ 


ee 


Veal: 

eS 8 
Pork : 

Chops (Ib.) 

Bacon, sliced (1b. = 

Ham, whole (lb.) 

Lunch meat, canned (12 oz.) 
Lamb: 

Leg (lb.) 
Poultry: 

Fryers, N.Y. dr. (Ib.) 

Fish: 

Salmon, canned (Ib.) . Ee 
—— SS 
Halibut, fresh (Ib.) —............. 
Tuna, canned (7 oz.) . 





Dairy Provucts: 
Butter (Ib.) .. 
Cheese, Amer. proc. (Ib.) 
Milk: 
Fresh, delivered (qt.) .. 
Fresh, grocery (qt.). 
Evaporated (141% oz. can) 
Ice cream (pt.) 
Eces, Fresh (doz.) 
Faorrs & VeceTAnLes: 
Frozen: 
Strawberries, sl. (12 oz.) 
Orange juice, cone. (6 oz.) 
Peas (12 oz.) 
Green beans (10 oz.) 


were higher than in mid-May, 22 were lower, and 18 were unchanged. 

Fresh pork and lamb prices showed considerable increase. Potato 

prices showed the greatest decline. 

r In Cents 

Average Change 

June 15 from Last 
1953 Month 





ee 

June Range 
of Prices—~ 

High Low 


Commodity and Unit 


Fruits & Vecerasies (cont.) : 
Fresh: 

LS EES ae oe Se eee 17.6 1.8 23 10 
Bananas (Ib.) ......... vitaliel eee ae 19.7 ; 22 19 
Oranges (size 200, doz. x saticaith 53.9 - 78 39 
Beans, green (Ib.) leat, ; 
SS ee ae Selletitaits 9.3 . 12 
Carrots (bunch) TOT: EPS TN 10.0 : 14 
Lettuce (head) Daa ae Tee PO AE 13.9 , 19 
Onions, yellow (Ib.)..... ee ee 6.9 . 12 
Potatoes, white (15 Ib.) .. ae ee 69.5 c 145 
Sweet potatoes (Ib.) knee 
i intadannsiccetpiesetiosestnattiteinntnntnivaiail 31. r 52 
| . 23 
Lemons (lb.) _. intanathaitnaiediiatainingl d : 25 


( Tapes 





Strawberries (pt.) queneventnaseusvass 28. 2. 35 
Watermelons, (tb.) a ee a » 10 
Canned: 
Peaches (no. 21% can) ............ ™ 32. 39 
Pineapple (no. 2% can) — ... 0... 36. ; 39 
ES ee 36. . 44 
Fruit cocktail (no. 214 can) . pada 38. mn 45 
Beans with pork (16 oz.) .. dieiaibibasiatn : ‘ 15 
Corn, cream style (no. 303 can) aa J f 22 
Tomatoes (no. 24% can)... Se che 3! ; 25 
EE SOE ET ae 20.: aie 27 
Vegetable soup (11 oz.) J J 15 
Baby foods (414-4 % oz.) . ee 10 
Dried: 
Prunes (Ib.) _.. SP Ne le. ae SOS 27.8 i 37 
EE EES Cr 5 eee . 7 21 
Beveraces: 
Coffee (Ib.) sein chliiedbeieidietaitideicetnd aii r : 95 
EN EE TO 35. ; 37 
Cola drink (6 bottles). . ; mais i P 30 
Fats & Os: 
Lard (Ib.)_.. ‘ PPT 2 21.7 j 27 
Shortening, hydrog. =e OT NO EE ATO ee 34.7 ! 39 
Salad dressing (pt.) . ipalibeldibetthiecataaa 36. oe 39 
Margarine, colored (Ib. ie A EE | bo Be hz 30.! ! 35 
Peanut butter (Ib.) . oe 52. 57 
Sucan & Sweets: 
Sugar: (5 Ib.) _.. eal nae 57. ; 63 
Corn syrup (24 oz.) .. PS a 91. ; 27 
Grape jelly (12 oz. jar) EN et. AS ; a. 29 
ESOL as See 4.4 5 
MISCELLANEOUS: 
Gherkins (7% oz.) ee tid t 
Catsup (14 oz.) a ARE Le SS Teen 23.7 
Gelatin dessert (pkg.) Siiteinlaiaiaiiaiia 9.0 
* Not priced previous month. 





t Insufficient number of quotations to obtain a reliable average price. 
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. 
that total company contributions to retirement and insur- 
ance programs totaled $145 million. This, on the basis of 
a total of 533 million man hours worked, amounts to over 
25 cents per hour or roughly 13 per cent of the total wage 
hill. Competitively businesses cannot ignore the possibility 
of arranging their compensation plans so as to produce 
perfectly legal tax benefits. They should, however, make 
every attempt to disclose fully in their annual reports the 
extent of such benefits that are being granted and their 
relation to the direct wage and salary bill. Likewise, the 
economist must learn to look beyond the standard wage 
hill in deriving statistical data. In considering the rela- 
tionship between wages and corporate profits, or wages 
and the cost of living, the existence of material amounts 
of noneash and nontaxable compensation should be taken 
into account. 

The primary question of public policy raised in connec- 
tion with the growing use of these various indirect methods 
of compensation is the extent to which such compensation 
should be granted special tax treatment or allowed to 
escape taxation entirely. This is largely a question of 
equity—presumably the cornerstone on which our na- 
tional tax policy rests. Not only is equity important in 
relation to our innate sense of fairness, but it is a major 
factor in obtaining a reasonably willing and cheerful com- 
pliance on the part of a majority of taxpayers with respect 
to a tax which is the largest revenue producer in our 
Federal tax system. 

There is a growing concern over the current high levei 
of progressive rates assessed against individual income. 
Whether these rates are so high as to be destructive of the 
incentive to produce and invest is a question which will 
arouse a lively discussion in almost any circle. If this be 
granted, however, it seems clear that a rational and 
equitable solution does not lie in the creation of a series 
of technical outlets through which a limited segment of 
laxpayers may partially escape the impact of rate sched- 
ules designed, presumably, to be administered uniformly. 





Problems facing the construction industry form the sub- 
ject matter of a series of monthly bulletins, Construction 
Markets, issued by the Construction and Civic Develop- 
ment Department of the United States Chamber of Com- 
merce since October 1952. 

To date the bulletins have discussed such subjects as the 
outlook for consiruction credit and materials, building 
costs, the demand for public and private construction, in- 
vestment problems in income-producing property, the 
needs and requirements for public works, construction 
statistics and the inadequacies of such statistics, the fi- 
nancing of construction, and the market for residential 
repairs and remodeling. 

The subject matter of each issue of this bulletin provides 
much worthwhile information for those associated with 
the construction industry as well as for the business com- 
munity in general. 

The current issue deals with urban redevelopment under 
the provisions of the Housing Act of 1949, and points out 
why the program has not been the success it was expected 
to be; it also discusses the criteria for judging a good hous- 
ing redevelopment program. 


June 1953 
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RECENT BOOKS 


(Reprinted from the June 1953 issue of ECONOMIC INTELLIGENCE, 
published by the United States Chamber of Commerce.) 
ECONOMICS FOR YOU AND Me, by Arthur Upgren and Stahrl 
Edmunds. 246 pages. Macmillan Co., New York, 1953. 

$4.00. 


The authors of this new book ought to be congratu- 
lated for producing a readable, interesting book on eco- 
nomics for the layman. In clear, simple language they ex- 
plain the important factors in economic life, and treat 
their subject in a way that gives the average person an 
understanding of the interdependence of the economy and 
the ultimate goal of all economic and business endeavor. 

They attempt to relate economic forces in such a man- 
ner as to give the reader an insight into the relation be- 
tween money and prices, the role of government, booms 
and depressions, and the role of the consumer. All in all, 
this book provides useable facts and relationships which 
the reader can grasp without too much detailed study. 

Economics for You and Me is recommended for the 
layman who wishes to learn more about the economic 
facts of life. 





Business FInANcE Book, by Lillian Doris. 919 pages. 
Prentice-Hall, Inc., New York, 1953. $7.50. 


Twenty-two financial authorities, each a specialist in 
his field, contributed to this important volume. Major 
emphasis is placed on working-capital management, in- 
cluding separate chapters on budgetary control, short- 
term credit, financial aids to small business, credit and 
collections, administering profits, raising new capital, re- 
placement of fixed assets and others. 

The book has an index of nearly 40 pages. It is a handy 
and useful volume. 





Taxes—Eouiry CApitaL AND Our Economic CHALLENGES. 
New York Stock Exchange. 49 pages. New York, 1953. 


This is primarily a study of selected aspects of Federal 
tax policy. It discusses important questions of capital for- 
mation, sources and uses of equity capital, the need for an 
adequate supply of capital, taxation of capital gains, 
double taxation of dividends, capital-loss provisions, and 
the difference between Canadian and United States tax 
policy concerning these subjects. 

Some needed tax revisions that may be necessary to 
maintain a dynamic expanding economy are suggested. 

Written in simple clear language, this study deserves 
wide readership, since it goes to the heart of the many 
problems we now face or must soon face if our living 
standards are to advance, and private enterprise is to con- 
tinue to remain in a healthy vigorous state. 





Multnomah County Real-Estate Transactions. During May 
1953 there were 1,342 real-estate sales amounting to $10,316,524 in 
Multnomah County. Of these, 888 involved residences, the total sales 
price of which was $8,328,514; 415 were vacant properties, $740,534; 
and 39 were business properties, $1,247,476. Additional figures are: 


May 1953 
1,342 
$10,316,521 
Number of mortgages 1,151 
Amount loaned $ 9,193,097 
Number of sheriff's deeds 1 
Amount of sherifi’s deeds $24,231 
Average residential sales price... $9,379 


May 1952 
1,320 
$10,582,005 
1,118 

$ 9,158,291 
4 


Apr. 1953 
1,470 
$11,074,136 
1,234 
$11,369,226 
3 


Number of sales 


Values of sales 


$6,105 
$8,696 


$10,173 
$9,219 


7 





CURRENT BUSINESS TRENDS IN OREGON 


Employment. Although employment in Oregon continues to run 
slightly below levels attained at the corresponding period in recent 
years, it still is high. Oregon unemployment is slightly more than 
the national average; at the end of May it was 3.5 per cent compared 


above any May since 1950. Apparently lumber yards are tending to 
operate on smaller inventories; and British Columbia lumber has 
been moving into the United States (especially the Atlantic sea- 
board markets) in larger volume than for many years. The most re- 


to 2.5 per cent for the entire country. The number of claimants re- 
ceiving unemployment compensation benefits during the week end- 
ing May 30, 1953 was 9,428, a substantial decline from the 15,308 
reported a week earlier, but above the 4,794 claimants at the end of 
May 1952. It is possible that the continued wet weather has been a 
factor in retarding the normal seasonal employment rise, although 
the decline in lumber orders discussed in the following section 
makes the continuation of a modest volume of unemployment seem 
probable in the weeks ahead. 

The Oregon State Unemployment Compensation Commission re- 
ports that the average monthly pay for covered workers in the state 
reached a new high of $318.50 in 1952. This compares with $303.40 
in 1951 and $256.00 in 1948. 


Lumber. The West Coast Lumbermen’s Association reports 
that orders for Douglas fir declined sharply during May 1953, while 
production eased off slightly. Production figures for May 1953 com- 
pare favorably with May 1952 because of a lumber strike last year. 
Lumber prices continue to be generally below those prevailing a 
year ago. The somewhat unsatisfactory state of the lumber market is 
not directly attributable to a lack of residential building over the 
United States, since the Bureau of Labor Statistics estimates May 
1953 expenditures on nonfarm residential construction to be higher 
than April 1953 or May 1952. However, it is true that the number of 
new houses started in May 1953 was slightly less than those started 
in April—a contraseasonal development—but the number is still 


cent industry statistics follow (all figures are in thousands of feet, 
board measure) : 
May 1953 
216,124 
_.. 193,820 
_ 209,982 
894,005 
1,063,267 


Apr. 1953 
218,524 
234,444 
226.028 
961 ,885 

1,037,470 


May 1952 
172,630 
165,191 
177,875 
843,182 
917,160 

Department-Store Sales. Department-store sales in Portland 
for the week ending June 13, 1953 (the most recent figures avail- 
able) compare somewhat unfavorably with the same week a year 
ago. It should be noted, however, that department-store sales for 
the month ending June 13 were down only 1 per cent, while general 
business transactions (bank debits) for the month of May were off 

5 per cent for Portland. For 1953 up to June 13, Portland depart- 

ment-store sales compare favorably with those of other Pacific 

Coast cities and the United States. The figures below show the per- 

centage changes in the values of sales compared with the same per- 

iod a year ago. 


Average weekly production 00000. 
Average weekly orders... 

Average weekly shipments 

Unfilled orders, end of month 

Inventories, end of month 


Week Ending 4 Weeks Ending Calendar Year 
June, 13 1953 June 13, 1953 to June 13, 1953 
Portland iniimiinitudideadael- we +8 
i ee bé 3 
San Diego oe 
San Francisco- Oakland» a 
Seattle 
SRR eee 
United States” ‘npteianditsioaialen 


BANK DEBITS 


Bank debits represent the dollar value of the checks drawn against individual deposits. Payment for approximately 90 per cent of all goods, property, and services is by 
check. Bank debits are regarded as indicators of the general trend of business, though their value for this purpose may be impaired by substantial changes in the level of 
prices. The Bureau of Business Research collects bank debits from 122 banks and branches monthly. On occasion, the totals for the same month in different issues of the 
Review are not directly comparable because of necessary adjustments in basic data. 


Number 
of Banks 
Reporting 


Debits 
May 1953 


$1 216,672,359 


Debits 
Apr. 1953 


$1,260,903 ,217 


Debits 
May 1952 


$1,210,393,285 


May 1953 Compared with 
Apr. 1953 May 1952 


—35% + 5% 


Marketing Districts 
Oregon ._ ............ as ee 





Portland (Portland, ‘Hilleboro, Sica i, as 
Lower Willamette Valley (Salem, McMinnville, etc.). 











Upper Willamette Valley (Albany, Corvallis, jana 
North Oregon Coast (Astoria, Tillamook, etc.) 
Douglas, Coos, Curry counties 

Southern Oregon (Ashland, Medford, Grants Pass) I ae 
Upper Columbia River (The Dalles, Hood River, etc.) —......... 
Pendleton area... CN ea BER A Ee 
Central Oregon (Bend, Prineville, Redmond) .. 1 eas 

Klamath Falls, Lakeview area I Re 

Baker, La Grande area.................... 

Burns, Ontario, Nyssa 








ruAnwnuawvast uw 


759,487 ,691 
107,259,382 
117,716,751 
24,634,075 
40 888,911 
52,170,011 
16,569,389 
21,471,106 
22,555,885 
26,342,566 
14,037 ,993 
13,538,599 


BUILDING PERMITS 


Building permits give an indication of building operations planned rather than actual construction under way. Care must be taken, in interpreting these data, to allow 
for the lag which may elapse between the issuance of the permit and the beginning of actual construction. The data have been collected by the Bureau of Business Research. 


802,705,665 
102,975,260 
119,368,735 
24,753,342 
10,419,326 
50,408,132 
16,705,118 
23,989,461 
22,048,158 
27,214,512 
14,955,191 
15,360,317 


759,612,818 
86,888,749 
124,812,360 
24,928,934 
42,153,679 
54,634,234 
18,370,973 
21,842,914 
20 288.967 
26,966,120 
14,190,597 
15,402,910 


0 
423.4 
= §.7 
— 12 
— 3.7 
— 4.5 
— 9.8 
+17 
411.1 
— 2.3 
= 3 
—}2.1 


Additions, 

Alterations 
& Repairs 
May 1953 


New New Non- 
Residential residential 
May 1953 May 1953 


Totals 
May 1953 


Totals 
Apr. 1953 


Totals 
May 1952 


SS See ae 
SSE EARL Ee SP EC Seen: Eo SC 
EE a ar 
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Eugene... 
Forest Grove................ 
SE EE SE oe SIO OS 














La Grande... 
Medford 





SE PR a ee eee ee 








Oregon City 





Pendleton ; 
A Ea ee CO ee 








EES EEL 
Salem... ee 
Seciaghelé 


22 other iheeceenltien 





SS 














$ ication 
13,368 
38,770 
21,000 
48,650 
68,600 
194,000 
91,500 
78,205 
37,506 
125,300 
45,000 
55,000 
63,000 
1,969,550 
8,000 
262,050 
52,300 
299,400 


$3,471,193 


$ 15.800 


61,600 
7,800 
2,600 
9,950 
26,140 
300 
78,860 
6,195 
2,025 
690 
200,050 
1,700 
5,433,970 
30,300 
48,050 
380,010 

79,685 


- +--+ -—- 


$6,385,725 


$ 18.450 
14,265 
19,190 

2,216 
32,170 
10,220 
99,000 

600 
15,575 

6,904 
18,989 

8,710 
11,745 
70,400 

672,885 
28,105 
59,960 
48,005 
266,303 


—_——--- 


$1,103,692 


34,250 
27,633 
119,560 
31,016 
83,420 
88,770 
319,150 
92,100 
172,610 
50,599 
146,314 
54,100 
266,795 
135,100 
8,076,405 
66,405 
370,060 
480,315 
645,388 


-—---—— 


$11,260,610 


$ 1,489,900 
44,710 
82,168 
76,031 

493,550 
39,375 
458,675 
90 ,900 
107,015 
6,125 
152,455 
111,675 
61,450 
421,505 
4,940,080 
29,179 
792,994 
285,381 
1,110,050 


$10,793,518 


$ 99,910 
50.032 
25.150 
31,380 

255,044 
364,807 
359,042 
761,120 
190,290 
8,807 
150,723 
152,864 
89,600 
38,705 
3,490,890 
102,140 
665,439 
120,442 
724,765 


$7,681,150 
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